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KEY ECONOMIC INDICATORS FOR THE GOVERNMENT OF CYPRUS-CONTROLLED 


All values in U.S.$ million 
and represent period averages 
unless otherwise indicated 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at current Prices 
GNP at Constant (1973) Prices 
Per Capita GNP, Current Prices 5 
Plant and Equippent Investment 
Personal Income 
Indices: (1967 = 100) 
Industrial Production 
Avg. Industrial Wage (manufacturing) 
Labor Force (thousands) 
Avg. Unemployment Rate 
MONEY AND PRICES 


Money Supply 
Interest Rates (Central Bank) 


Balance of Payments and Trade 


Gold and Foreign Exchange Reserves 
External Public Debt (Exc. IMF Drawings) 
Annual Debt Service Payments 
Invisible Balance 
Balance of Payments 
Balance of Trade (Deficit) 
Exports, FOB 
U.S. Share 
Imports, CIF 
U.S. Share 


Main Imports from U.S. 

Wheat, Barley and Corn 

Leaf Tobacco 

Cigarettes 

Motor Vehicles and Other Trans.Equip. 
Paper and Other Paper Products 


1973 
992 
992 
1,565 
97.2 
738.2 


167 

186 

279.7 
1.2% 


174.0 
6% 


321.2 
19.4 
1.2 
157.6 
- 12.9 
-238 2 
173 
2.1 
540.2 
30.2 


PART OF ‘CYPRUS 
Exchange rate 1973: 


U.S.$1.00 


in Cyp.Pound 


1975 
729 
635 

1,402 

68.8 
578.5 


102 

218 

207.7 
10.8% 


175.2 
6% 
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1975 


LT Value 


Quantity LTV. 
’ 


323 
26 


1 
0 
0 
1 


1976 
790 
652 

1,518 

71.2 
612.0 


119 


233+++ 


204.4 
7.1% 


203.4 
6% 


309.6 
B30. 
3.4 
139.8 
+43.4 
-175.3 
258.5 
ia 
433.7 
23.9 


2350 
1975: .368 
1976: .410 


Change 
1976/75 
21.8% 
14.6% 
21.8% 
16.0% 
16.2% 


percent figures have been cal- 


culated directly from original data in Cyprus Pounds, 


To avoid distortions caused by di’ferent year-to- 


year exchange raies, 


Quant = LT Value 
’ 7 ° 


490 
575 


NOTE: 1973 data include both Greek Cypriot and Turkish Cypriot communities (approx. 


650,000 people). 


of Cyprus-controlled area (approx. 500,000 people). 


1975 and 1976 data cover only the economy of the Government 


+ Gross fixed capital formation by industrial in agriculture, mining and quarrying, 
manufacturing, electricity and gas, water, construction and transportation. 
++ Personal income is private consumption expenditure. 


+++ Provisional figure only. 





SUMMARY 


The economic growth of the island of Cyprus in the 1960's, 
characterized by stable prices, full employment, expanding 
agricultural production, growing exports and a rapidly developing 
tourist sector, came to an end with the hostilities of 1974. 
Cyprus, for all practical purposes, is now divided militarily, 
economically, and politically by a line running east-west across 
the island and through the capital city of Nicosia. The Northern 
part of the island, with a permanent population of around 150,000, 
is Turkish controlled and inhabited primarily by Turkish Cypriots; 
under two thousand Greek Cypriots remain in the North. The Southern 
part is controlled by the Government of Cyprus; about one-half 
million Greek Cypriots and slightly under 200 Turkish Cypriots live 
in the South. The total permanent population of the island is 
probably in the neighborhood of 650,090 excluding non-Cypriot 
residents. 


The island's economic activities were completely disrupted by the 
events of 1974. Camplicating the situation was the movement of over 
200,000 people, including Greek Cypriots from north-to-south and 
Turkish Cypriots from south-to-north. The two separate economies 
resulting from the division of the island, despite very real initial 
difficulties, by the end of 1975 had become relatively stabilized. 


The South, in particular, has emerged with a strong, diversified, and 
soundly based economy. The Greek Cypriot economy consolidated itself 
in 1975 under a well-planned two-year Government Economic Reactivation 
Program; from the foundations set in 1975 the economy surged forward 
in 1976 on all significant fronts. In comparison with 1975 (the 
first full year after the war ), for the South 1976 Gross Domestic 
Product was up 12%; manufacturing output expanded 35%; domestic 
exports increased by 74% (imports up 40%); balance of payments position 
was in surplus. (versus a deficit in the previous year); total foreign 
exchange reserves increased by about 40%, equal to 84months' import 
cover. Unemployment, which was widely feared to be an insoluble 
problem after hostilities ceased, by the end of 1976 had declined to 
under 8% of the estimated total (Greek Cypriot) labor force. While 
most observers who have reviewed the economy have concluded that the 
recovery is strong, the Government continues to express the view that 
the basis of the recovery is fragile and that economic indicators 
should not be misread to suggest that economic problems will not 
appear in the future, 


While there was still some economic disorder in the lst half of the 
year, by the end of the year stability had become apparant and economic 
indicators became valid for comparison purposes. 
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In the North, the Turkish Cypriot economy is slowly rebounding from 
a very low 1975 base but still continues to face major difficulties, 
While import-export data and economic statistics for the North are 
not readily available, it is understood that exports in 1976 were up 
over 50% from the previous year. However, with imports more than 
doubled the trade deficit shot up over 150% from 1975. Industrial 
activity remains minimal; agriculture needs stronger direction and 
coordination; financial institutions do not always follow policies 
fully supportive of the economy as a whole; commerce is overly 
concentrating on consumer goods. The overall level of investment, 
except for infrastructural improvements (roads, airport, telephone 
and telex services) has been very low. 


On the monetary and fiscal side, use of the (mainland) Turkish lira 

as legal currency frustrates efforts by the Turkish Cypriot authorities 
to impose monetary controls over their economy. Also, the Turkish 
Cypriot authorities lack ability to borrow externally from the inter- 
national capital markets. In addition, absence of the service of a 
central bank in the North creates additional problems regarding 
attempts by the authorities to control the money supply and furthermore 
makes foreign exchange transactions difficult to bring under uniform 
regulations. Since 1975 private capital investment outside the service 
sector by Turkish Cypriot and mainland Turkish interests has been 
almost nil. Political uncertainty and delays in settling private 
commercial property claims arising out of 1974 hostilities have 
similarly tended to discourage potential foreign investors, 


CURRENT ECONOMIC SITUATION AND TRENDS IN THE GOVERNMENT OF CYPRUS- 
CONTROLLED SOUTH. 


The economy of the South has rebounded very fast from the disruption 
caused by the coup d'etat and subsequent Turkish intervention in 1974, 
The pace of progress is not expected to slacken in the near future and 
overall the economy should grow at a rate higher than most other 
countries in Europe. The Gross Domestic Product at constant factor 
cost appears to have reached the Greek Cypriot community's pre-war 
contribution to GDP of the entire Republic. Care of the refugee 
population, which was the Government's first priority activity after 
the war, was supported by large foreign aid inputs which on a per 
capita basis was probably the largest foreign aid program anywhere 
since World War II. With the successful re-settlement of the majority 
of displaced persons, humanitarian foreign assistance is now much 
reduced; the last of the foreign aid funds are being utilized for the 
construction of a final housing project. The construction program 

is expected to be completed by mid-1978 and all displaced persons are 
expected by then to be adequately re-housed. In the meantime the 
economy moves forward generally along the guidelines of the Government's 
Second Emergency Economic Plan for 1977 and 1978, 
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Gross Domestic Product at constant factor cost (1973) reached just 
under $600 million in 1976, up 14% over the previous year, making 
the 1976 GDP approximately equal to the pre-war 1973 Greek Cypriot 
GDP, At current prices the GDP in 1976 was up 20% over 1975. While 
the loss of the tourist resorts, citrus groves and grain fields in 
the North has reduced receipts in those sectors considerably, Greek 
Cypriots in the South have utilized fully their managerial and 
entrepreneurial skills and have redirected economic growth efforts to 
other sectors. 


The war has acted, to a great extent, as a stimulus to industrialization. 
A major part of new industrial investments is going into the export 
sector where well-coordinated Government export and industrial support 
programs have aided the private sector in taking advantage of the 
burgeoning Middle East and North African markets. Cyprus products, 
which are becoming increasingly popular in the Arab countries, include 
not only light manufactured goods, clothing and shoes, but also fresh 
and canned vegetables and fruit. Cyprus exports to Arab countries 
increased 265% between the pre-war year of 1973 and 1975, and increased 
again by 135% between 1975 and 1976. While the Government of Cyprus 
has worried lately that too large a proportion of new investment is 
going for facilities producing goods for export to the Middle East and 
North African markets, the profitability of those markets is unlikely 
to diminish in the near future and Cypriot products are likely not 
only to continue to be well received but also to be highly competitive. 
Nevertheless the Government wants to place more emphasis on continental 
European markets, as well as the huge potential market in the U.S., 

and to this end presently is devising campaigns to encourage Cypriot 
manufacturers to adjust their products to meet the special requirements 
of these markets. 


At the same time that Cypriot products have moved strongly into the 
Middle East, Cypriot construction companies have established themselves 
in numerous Arab countries and have managed to win increasingly large 
contracts (over $600 million construction backlog by March 1977). 
Cypriot construction companies almost exclusively use Cypriot workers 
who, as expatriates, earn from three to six times home wages. A 

certain proportion of these hard currency overseas earnings is brought 
back to Cyprus, showing up positively in the invisible earnings accounts. 


In addition to, and partly in conjunction with, Greek Cypriot contractors 
Operating in the Middle East, businessmen in Cyprus increasingly are acting 
as middlemen for products and goods shipped to Cyprus for re-export to 

the Middle East. This entrepot trade supports two different markets, 

both quite profitable for Cypriot middleman. On the one hand, Cypriot 
contractors in the Middle East often place orders for goods, supplies 

and equipment through their relatives in Cyprus with the result that 
Cyprus earns the purchase commission. In the other case, Cyprus 

middlemen buy products (often high-margin luxury items) for resale to 





the general markets in the Middle East and make equally good profits. 
Cypriot businessmen appear well suited in this middleman role, 
successfully identifying Middle East tastes and market needs with 
what Europe can offer. 


While the economy of the Republic of Cyprus generally is expanding 

on a strong footing and total economic output is expected to increase 
by slightly over 12% in 1977, there are several areas of concern. 
Political uncertainty continues to restrain investments by the private 
sector while consumption of luxury (imported) items grows at an 
unhealthy rate. Personal income of Greek Cypriots has grown 
significantly from the low post-war level but still remains below 

1973 levels. Domestic saving remains at a low level, and not all 
Cypriots working abroad choose to repatriate their earnings to 

Cyprus. While the island continues to be a low wage area for manu- 
facturers, labor shortages in certain sectors and upward movement 

on prices of goods may create inflationary pressures which, since 

the war, have not beena major concern. Overall, the major potential 
constraint on the economy may be the availability of investment. The 
low rate of major private investment, however, is clearly not due to 

a lack of special incentives or availability of bank credit. Interest 
rates, in addition, are maintained at their traditional low levels. 

It is foreseen that the Government ‘budget (i.e. Government deficit) 
will probably continue to be the main expansionary force in the economy, 
at least through the middle of 1976, Continued large Government 
programs may, in turn, have inflationary consequences. The price 
effect of the deficit, however, does not mean necessarily that the 
level of the deficit (about 7.5% of GDP in 1976-77) is inappropriate. 
It should be noted that despite a recent $30 million 5-year Eurodollar 
loan (with 1.75% spread), the Government continues to be a very 
modest borrower viewed on the basis of structure of present debt and 
debt servicing. Thus, with a below average rate of foreign indebtedness, 
the Government is in a position to return to the capital market as may 
be required. Also on the positive side, invisible earnings remain high, 
the foreign exchange balances are healthy, and the Government is 
generally favorably viewed by the multilateral lending and financial 
institutions. 





IMPLICATIONS FOR THE UNITED STATES 


Despite the fact that the United States is not a major trading pariner 
with Cyprus (American products were 5% of total Cyprus imports in 1976, 
excluding foreign aid supplied by the U.S. Government), American 
products generally enjoy a high reputation for quality and design and 
should continue to sell at about the same rate as at present. Traditional 
U.S. exports to Cyprus include specialized machinery, office equipment, 
air conditioners, kraft paper and paper products, construction/mining 
equipment, pharmaceuticals, grains and prepared foods. Labor-short 
Cyprus offers special opportunities for labor-saving products especially 
in the light manufacturing sector and food processing. Other major 

sales opportunities exist for specialized port equipment, electricity 
generating gas-turbines, air navigation equipment, ground satellite 
station and other radio transmission (including color-T.V.) and telephone- 
related equipment. U.S. sales to Cyprus are probably somewhat hampered 
by the lack of competitive financing compared with that offered by the 
U.K., Germany, France, Japan and other countries. Although the U.S. 
Export-Import Bank does not finance exports to Cyprus, the Foreign 
Credit Insurance Association (FCIA) does provide short-term comprehensive 
insurance (commercial/political risk) for certain shipments to Cyprus. 
While receptivity of things American is high, direct ocean freight rates 
from the U.S. to Cyprus are uncompetitive and consequently tend to make 
American products relatively costly and uncompetitive. 


Foreign investments in Cyprus are encouraged by the Government with 
liberal tax laws and quaranteed repatriation of profits in foreign exchange. 


While majority local participation is usually required, the authorities 
are often willing to explore relaxation of the rule if requested. In 
this connection, it should be recognized that Cyprus offers an attractive 
cambination of low-wage but skilled and disciplined labor; coupled with 
Cyprus' physical proximity to the lucrative Middle East markets, foreign 
investors should not overlook numerous advantages which can be derived 
from local investments. However, opportunities for U.S. technical 
collaboration and transfer of technology arrangements are limited as are 
also opportunities for U.S. licensing deals; for the most part Cyprus 
looks to Europe - both East and West - for such arrangements. It should 
be noted that Cyprus offers numerous advantages for location of foreign 
firms in Cyprus planning to do business solely outside the Republic. 

Some of the advantages include wide use of the English language in both 
business and education; modern telephone and telex services; frequent 
air connections to Europe and the Middle East; pleasant climate and good 
recreation facilities; relatively low housing and office costs; and 100% 
tax exemption of profits and dividends of foreign companies and partnerships 
whose business activities are carried out exclusively outside Cyprus. 


International institutions are financing part of several infrastructure 
improvement projects including a new four-lane highway, port development 
work and rural development and irrigation activities. Opportunities for 
American interests in these spheres are adequately followed and exploited 
by local agents and representatives of U.S. firms. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 








